


The Quarterly Review of 


COMMERCE 


A. G. MERIFIELD—Managing Editor 
G. A. MUNRO—Business Manager BROCK SHORT—Advertising Manager 
A. ROSS—Sales Promotion Manager W. H. OVENS—Circulation Manager 
PROF. W. A. THOMPSON, M.B. A.—Consulting Editor 





Volume I. SPRING 1934 


CONTENTS 


Putting the Postman on Your Payroll!.. eh OT 
R. C. Groffmann, Advertising and Sales Promotion “Manager, 
Canadian Goodrich Company, Limited, Kitchener, 
Ontario. 
“Inflation Deflated’’ 
Bert C. Goss, Assistant Professor of Finance and Secretary of 
the Graduate School, New York University. 
Consumer Opinion of Retail Store Clerks............... 118 
Walter D. Tamblyn, senior student in Business Administra- 
tion, University of Western Ontario. 
Current Events 
A. G. Dorland, Professor and Head of the Department of History, 
University of Western Ontario. 
1. A Year of Nazi Government... 124 
2. Education and ate. in Nazi Germany 125 
3. German Foreign Polic ..126 
4. Fascism in Great Britain 127 
Legal Comment... 29 
Cc. Cc Carrothers, Member of the firm of Carrothers and Mc- 
Millan, Lecturer in Law, University of Western Ontario. 
The Salary Method of Compensation for Life Insurance 
FS RR OT 133 
Edward A. Horton, graduate in Business Administration, Uni- 
versity of Western Ontario, and the Graduate School of 
Business Administration, Harvard University. 
The Future of Employee Stock Ownership 
Donald St. C. amphell, graduate in = ‘Administration, 
University of Western Ontario. 











UNIVERSITY OF WESTERN ONTARIO 


Published by the University Students’ Commission and The Commerce Club. Subscriptions $2.00 a year 
Address all communications to The Managing Editor, The Quarterly Review of Commerce 
University of Western Ontario, London, Ontario 























PUTTING THE POSTMAN ON YOUR PAYROLL! 


R. C. GROFFMANN 


Editor’s note: Goodrich was one of two Canadian companies which had direct 
mail campaigns included in the “Fifty Direct Mail Leaders” sponsored by the Direct 
Mail Advertising Association of New York City. These fifty selections represent the 
fifty best campaigns produced during 1933. 


OU wouldn’t want to put the postman, or anybody else, on your 
payroll unless he could pay his way. That’s why your maii ad- 
vertising has to be “right” or else the postman’s expense will be 

just another overhead charge. 

It should be understood at the outset that this article is directed to 
business executives in general rather than to either students or pro- 
fessional advertising men. 

A few preliminary remarks will be appropriate. 

Mail advertising, like every other form of advertising, has been 
subjected to close scrutiny by management during recent years. If we 
are in an era of “‘civilized business,”” and we believe we are, then: 

1. There will not be many new business enterprises started. 

2. The established concerns will already be known to some 
extent at least, and they will need to concentrate their 
advertising funds in two-fisted copy and media designed 
to sell goods. 

3. Mail advertising must adjust itself to the times. (In 
this article, we use mail advertising in the broad term. 
Actually, in our business, we have two types: mail ad- 
vertising, that which goes to the consumer, and mail 
sales promotion, that which is directed to the dealer). 

The writer is a nut on direct mail. He probably always will be and 
there is no prejudice because we use all the important forms of ad- 
vertising. 

Direct mail is the most personal form of advertising, and the closest 
thing to personal salesmanship: It is economical to produce, easy to 
handle and effective in increasing sales when intelligently planned. It 
is the easiest medium to test for results. 

Any organization which sells its products by salesmen or direct to 
the consumer needs mail propaganda. 

John Howie Wright, Editor of Postage and the Mailbag, says, 
“Anything that can be sold, can be sold by mail.” We think he’s right. 
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Now about hiring this postman. 

Direct mail is a job for experts. Advertisers should get outside 
help. It costs less in the long run and the results are better. 

To make mail advertising pay, we propose the following: 

1. Hire an advertising man and teach him your business. 

2. See that he consults outsiders. Most good printers 
offer an intelligent creative service. Remember that 
most good things are the result of co-operative effort,and 
besides you need an outside viewpoint. 

3. Let this be your yardstick of the value of your mail ad- 
vertising: Will it sell any merchandise? Institutional 
advertising is on its last legs. We know of no exceptions, 
for everybody has something to sell. 

4. Join the Direct Mail Advertising Association of New 
York City. 

5. Make it fit your business and your prospects. 

6. Watch your mailing lists. 

7. Haveaplan. This is probably the most important. 

Business concerns would find that a small advertising department 
would pay big dividends. It is, of course, best to get a man with ex- 
perience. However, if the business is so small that it can’t afford such 
a man together with an intelligent secretary, there is an alternative. A 
college graduate, above the average and preferably from a School of 
Commerce and with some literary ability, is the answer. Give him a 
capable stenographer and in a year or two he will be worth his salt and 
you wouldn’t do without him. 

Make your advertising or sales promotion man responsible for all 
the promotional work, including such items as labels and package de- 
signs. 

But that isn’t all. 

Give him some authority. Let him run his job. 

You can provide a double check on his judgment by establishing a 
policy that the sales department must approve every single thing. 

Men interested in mail advertising should subscribe to Postage and 
the Mailbag and Printer’s Ink.’ 


1. Postage and the Mailbag, 200 Fifth Avenue, New York City. 
Printers’ Ink Weekly, 185 Madison Avenue, New York City. 
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Direct mail must sell merchandise. It must be built to pay. Check 
your results. Use coupons. Invite the recipient to come in. 


Modernize your mail by using more pictures, photographs and 
“balloons” or blurbs, i.e., show people talking, as in the newspaper 
“comics”. Mail advertising, like any advertising, should be natural 
and refreshing. 


Although copy and general treatment come first, mailing lists are 
important. Mediocre advertising to a good list is better than excellent 
advertising to a poor list. 


Consult a mailing list house for advice before planning direct mail. 
There are two fine companies who, between them, can supply almost 
any kind of list you might require. They are Might Directories Limited 
in Toronto and Wiggins Systems Limited in Winnipeg. 


Having a definite plan for direct mail is perhaps the most import- 
ant of all. 


Newspaper, magazine and radio campaigns have a schedule and the 
schedule is religiously followed for the very simple reason that if it isn’t, 
the agency doesn’t get its revenue. But not so with direct mail. Some 
hit-and-miss plan is frequently developed. And even where a fairly 
decent plan is established, it is easy for something to go wrong. 

Here’s the fundamental weakness. 


The direct mail is harder for an advertiser to get out. In other 
words, the printer gets the order, but the advertiser frequently falls 
down on the copy-writing, preparation job. With other forms of ad- 
vertising, the agency tends to take most of this responsibility off of the 
advertiser’s shoulders. 


It all traces back to this word PLAN. Naturally, where there’s a 
definite schedule and good follow-through, the results are better, and 
being easier for the advertiser, he follows the lines of least resistance, 
viz., he is partial toward those forms of advertising where he can be 
sure that the schedule will be followed until complete. With mail ad- 
vertising, there is the danger that in the process of completing a given 
piece, somebody along the line will “kill” it. 


The writer believes that it is because of this weakness that direct 
mail suffered so in volume during the last two or three years. It was 
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so easy to say, “I-think we can do without this piece.” That's all there 
was to it. The card, folder or letter never reached the mail box. The 
preparation costs were a total loss. There was no complete plan. 


Perhaps this sad situation could have been prevented had the 
printer been able to lift the important production phases out of the 
hands of the advertiser. 


The fact that the printer was paid for his dummy and other pre- 
paration costs means nothing. 


The impression left with the advertiser is that this waste should be 
avoided in the future. And so the next time the subject of mail ad- 
vertising or sales promotion comes up, he might say, “Oh, we'll get out a 
few letters or cards during the year when we have something special to 
say.” 


Direct mail should have flourished during the depression because 
as the purchasing power of the masses decreased, the need. for selective 
coverage was intensified. In short, those who had money to spend were 
the logical prospects. There was need for a selective job. Direct mail 
was the answer. It will probably always be the answer. That’s why 
most of us require a balanced diet of advertising: newspapers, radio and 
magazines as our mass media and mail advertising for selectivity. 


For those critics who may say that a constructive suggestion should 
be given, we propose this: do not give a direct mail supplier an order for 
a single mailing piece unless the complete job is settled, i.e., copy, lay- 
out, printing, addressing and mailing. Avoid copy which is too specific 
and timely. Then you can get sales department approval for three or 
four pieces at a time. (Please remember that this is a generalization. 
Of course, timeliness is vital. As Napoleon said, “Time is everything”. 
But most of us have so far to go in this task of PLANNING direct 
mail that it would seem best not to attempt too much all at once). 


There are many technical problems in mail advertising production, 
but it would be boring to some readers were we to attempt a review. 
There are two angles, however, which seem sufficiently important to 
justify comment. 


The first has to do with direct mail as a selective medium. Many 
people fail to differentiate between mail and newspaper advertising. 
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The first is designed for special groups and classes, the second for mass 
coverage. 


Mail advertising is particularly well-suited to Canadian conditions 
with its comparatively few marketing centres scattered over a large 
area. 

The second point has to do with co-operative advertising, where 
the mailing pieces go out over the dealer’s signature. 


The dealer should pay part of the cost. 


There is a tendency for co-operative advertising to be diversified in 
character, 7.¢e., to advertise everything the dealer sells. In short, it is 
unselfish from the manufacturer’s viewpoint and it is a good trend. 


Many firms would build co-operative mail campaigns even if their 
dealers wouldn’t buy them. There are two reasons for this: 


1. They give the salesman something to talk about. 


2. The dealer gets the impression that the advertiser is trying to 
help him. 


For example, our tire salesmen are instructed to tell their dealers 
that Goodrich is interested in helping its dealers move the merchandise 
off the shelves rather than put it there. We know that by helping our 
dealers, we help ourselves. 


It’s funny about these dealers. They won’t often pat you on the 
back about your direct mail co-operative plan (or anything else, for that 
matter) but just try and drop it. Why, yoursalesmen would raise the 
roof. 

There are several reasons why mail advertising fails: 


1. Trying to sell an article without merit. 
2. Not having enough money to do a job. 


3. Lack of courage to continue with a campaign that is 
really sound. 
4. Attempting to do the impossible. 


5. Doing a poor job of handling the advertising itself. 
It seems a fitting conclusion to suggest a few additional guide posts 
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which will tend to make that postman on your payroll a profitable in- 


vestment: 
5. 


2. 
3. 





Tell the truth. 
Be sincere. 


Try and cause conversation about your product or your 
advertising. 


Make every piece a selling piece. 


Tell your prospect what your product or service will do 
for him; not what you think of it. 

Offer him a positive and specific proposition. 

Either make him want your offer or make him fear the 
consequences. 


Put a hook at the end. Try to get your reader to do 
something. Tell him what you want him to do and 
then make it easy for him to do it. 











“INFLATION DEFLATED” 
BERT C. Goss, M.A., D.C.S. 


tion of a magical cure and to the fear of a dreadful disaster, in- 

creased, no doubt, by the interest in a phenomenon beyond easy 
comprehension. The problem is one with which Canada and other 
nations are as much involved as is the United States and the popular 
interest is probably equally intense in both countries. It is the conten- 
tion of the present writer that, with reference to Canada and the United 
States, it is most likely that inflation is neither the dreaded spectre nor 
the imagined boon. 

Every article and speech on this subject commences with a definition 
of inflation and since the word is one that has been bandied about as 
loosely as a word such as “moron’’, the meaning of the word as it is used 
in this article must be stated. A majority of economists probably use 
the word inflation to describe a rise in prices caused by changes in the 
currency or bank credit policies of the country. It is true that artificial 
purchasing power may be created by such devices as trading on margin, 
instalment buying, and extensive use of government credit. Even 
sharper increases in prices may result from such practices than from 
monetary inflation, but in order to restrict the scope of this discussion 
the term inflation will be used in its narrower sense, i.e., price increases 
caused by monetary or bank credit policies or more popularly by “‘mone- 
tary tinkering’. 

The dire consequences of uncontrolled, drastic inflation have been 
harped upon so long as to totally obscure many more realistic phases of 
the monetary problem. To both inflationists and to “sound money” 
economists and business men, one should ask first, not what are the 
effects of inflation, buf is drastic inflation in our country (whether the 
United States or Canada) possible? Many factors (rather than one) 
are always responsible for any rise in prices, as will be emphasized in the 
following paragraphs. Even under conditions of wildest inflation it has 
been shown by John Parke Young that influences not connected with 
any change in the money or credit supply vitally affected prices. In 
more normal times it is comparatively easy to demonstrate that price 


‘HE universal interest in inflation may be attributed to the attrac- 
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fluctuations are due to diverse reasons. Because of certain conditions 
now existing in the United States and Canada it is to be doubted whether 
“money tinkering’ of any sort would result in a sharp and continued 
increase in prices. Attention will now be turned to those particular 
conditions. 

In the first place, in both the United States and Canada, bank- 
deposit currency dwarfs monetary currency in importance. It follows 
that to affect prices drastically, important changes in the volume and 
use (velocity) of deposits must be effected. The experience of this de- 
pression has completely exploded the idea that it is possible to expand 
or contract the volume of deposits by changes in the basic reserves or 
in the supply of money... In the United States, money in circulation 
has increased and reserves for bank deposits have been artificially in- 
creased by both the Hoover and Roosevelt administrations without 
stimulating the growth or velocity of bank deposits in the slightest. 
In Canada, no such efforts to increase the reserves and expand deposits 
were attempted. The velocity, or use, of bank deposits has contracted 
more sharply than the volume in both countries. It can be safely 
asserted that in only two ways may the velocity of deposits be rapidly 
increased: first, by a natural and rapid business improvement with 
attendant demand for bank loans, second, by the appearance of a specula- 
tive orgy, such as wild inflation might initiate. In such countries where 
bank credit predominates the issuance of fiat currency (unless in as- 
tronomical proportions) would have only a temporary effect, as the new 
currency would soon drift into the banks and be added to their already 
swollen and unused reserves. This is true, providing that other stimuli 
were not resorted to at the same time. 

Unfortunately for the advocates of inflation, price rises can come 
about only through speculation. It is impossible to imagine an increase 
in specific prices or in the price level which was not anticipated by, or 
at least accompanied by, a broad speculative movement. From this it 
follows that a rapid increase in prices would be accompanied by a specu- 
lative movement of equal, or, as is more common, of greater proportions. 
In the United States particularly, and to a lesser degree in Canada, 
there are influences now extant which should act as a substantial de- 
terrent to any speculative increase in prices. Attention will be focused 
first on security speculation and then on commodities. 

In the United States, the Federal Securities Act has allegedly acted 
as a damper on new issues of corporate securities. Whether this charge 
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is true or not, we may expect that in the future it will serve as a restraint 
upon issues of the malodorous type usually encountered in periods of 
inflation. As for speculation in issues already issued an entirely new 
brake has been created to prevent excesses. The Banking Act of 1933 
provides that the Federal Reserve Board may take direct action to for- 
bid the excessive extension of credit based upon securities collateral. 
Since the present administration is noticeably hostile to speculators we 
may feel sure that such excessive increases in security prices as cus- 
tomarily accompany inflation would not be permitted as full preventive 
powers are already possessed. 

Considerations of a different character act as a deterrent to any 
sharp rise in commodity prices in both Canada and the United States. 
In speaking of prices there is a tendency for both inflationists and sound 
money men to ignore economic fundamentals. For prices of any com- 
modity to rise sharply there must be a continued demand exceeding 
any possible increase in the supply or production. In both countries, 
however, excess productive capacity is the rule rather than the excep- 
tion, and any rise in commodity prices would be quickly followed by 
an increase in production which would quickly curtail the price rise. 
No theoretical consideration is involved on this point. Experience of 
the past year has demonstrated the truth of this statement beyond 
cavil. Inflationists are interested in prices of commodities domestically 
produced, particularly agricultural, and in all of these commodities pro- 
duced in the two countries, productive capacity exists which would 
quickly swamp any market in which prices were rising rapidly. For the 
American experience note the following indices: (remember that the 
inflation scare began in April with the departure from gold) 


March, 1933 July, 1933 Nov., 1933 
Index of Wholesale Prices........................ 60 69 71 
Index of Production......................c.:s:0se0 60 96 72 


Wholesale prices spurted in April, rose to 69 in July, reached 71 in 
September, and there they remained for 3 months. On the other hand, 
production increased more rapidly, caught up with the market in July, 
and then slumped off. It is to be noted that prices failed to make any 
headway after July, despite the gold purchase policy and other inflation- 
ary developments after that time. These indices show that production 
will even anticipate and exceed price rises, a fact which makes the 
possibility of a sustained advance in commodity prices caused by mone- 
tary tinkering even more remote. 
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Proceeding a bit further, it is possible to offer evidence that non- 
monetary, rather than monetary, devices caused the increase in American 
prices that did take place from March on. Turning first to farm prices 
it is interesting to note that prices of farm commodities on which pro- 
cessing taxes had been levied in connection with production curtailment 
remained fairly stable from July to October, the index being 61.7 in 
July and 61.2 in October. On the other hand, the price index of farm 
commodities not included in the processing taxes decreased from 60.1 in 
July to 55.7 in October. From March to November many of the agri- 
cultural commodities not affected by the crop reduction program showed 
decreases in prices indicating that the price increases for the group as a 
whole are accounted for largely by the processing taxes and the agri- 
cultural production restriction program. 

As for industrial products, the N. R. A. and resulting increased 
costs, along with various types of market control seemingly account for 
more of the price rise than did the departure from the gold standard. 
Petroleum is one of the groups showing the sharpest rise in price and 
here, certainly, the increase is due to the administration’s proration 
scheme rather than to depreciated currency. Textiles also showed a 
sharp rise in prices, since their N. R. A. code involving increased costs 
was one of the earliest approved, and in addition, the cotton processing 
taxes have been a cause of higher prices. In this connection note that 
cotton textiles, affected by a processing tax, increased in price by 60%, 
while silk and rayon, without processing taxes, showed an increase of 
only 15%. On the other hand, the metals and chemical groups which 
should certainly be affected by inflationary forces showed almost im- 
perceptible increases. From this brief survey, it is evident that the 
rise in prices has been caused by non-monetary developments and once 
again it must be emphasized that sustained price rises need sustained 
demand exceeding production. With regard to the latter it is striking 
to note that the textile industry reports in January a much higher sur- 
plus stock, revealing that production has caught up with the higher 
prices and forecasting a lower price if no new stimuli are resorted to. 

Enough has been said to demonstrate that the depreciated dollar 
and threat of violent inflation had rather inconsequential effects during 
1933. To achieve the goal of the inflationists—higher prices—it is 
necessary to distribute purchasing power among those who do not have 
it. Multiplying the volume of a currency which is already sufficient, 
or depreciating the exchange value of a currency, will not appreciably 
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affect the general public which is largely concerned with domestic and 
not international commodities. Nor will monetary devices appreciably 
increase the prices of products in the face of existing excess productive 
capacity. Buyers equipped with purchasing power are necessary if 
prices are to be increased substantially. 

Thus to both inflationists and “‘sound money men” we say: (1) the 
efficacy of monetary devices in raising the prices of a country with 
conditions such as in the United States and Canada has been over-rated 
and the possibility of uncontrolled inflation over-emphasized; (2) to 
raise prices, spending power must be created or given to the classes that 
are not now able to buy. Cutting into the dollars of those already 
equipped will not help—paying out new money to those who have nol 
would help; (3) the attention of those who rant of conditions in Germany 
in 1923 is called to the difference in productive capacity of the United 
States and Canada now, and Germany then; (4) in emphasizing the 
evils of inflation one should not forget the evils of deflation—labouring 
classes suffer under both conditions. The unemployed and agricultural 
producers might prefer $10, worth $5 in purchasing power, to no dollars. 
Even savings banks and insurance companies suffer during periods of 
deflation as is too often forgotten; (5) one should criticize inflation upon 
the grounds of its ineffectuality in achieving the desired goal rather than 
bewail the fact that conditions would become the same as they were in 
Germany in 1923 or in France at the time of the assignats; (6) both 
sides of the controversy should remember that price indices are only 
intended to reflect changes in the trend of many prices; of 300 prices 
included in the price index, 200 unimportant commodities may have 
gone up and the prices of 100 commodities of far greater importance to 
consumers or producers may have decreased. Individual prices will 
always be of more importance than the price level. 

As is so often the case, the middle path between ‘two extremes 
leads more directly to the truth. 














CONSUMER OPINION OF RETAIL STORE CLERKS’ 
WALTER D. TAMBLYN 


T is easy enough to stress the impossibility of pleasing all customers. 

| No one realizes this better than the photographer. Unfortunately 

the camera often does its work much too faithfully. Customers may 

be over-critical, they may often be unreasonable, impatient and so on. 

But a customer’s unreasonableness is not a fact to be deplored. It is a 

problem to be faced. For his eccentric hand may write “‘finis” or pros- 
perity in the retail ledger. 

Of utmost importance, then, is the vital human link between 
merchant and customer, the sales clerk. He is the personal adviser and 
representative of all the store stands for. 

It is not surprising, therefore, to find in Mr. Simmers’ investigation 
“efficient sales clerks’ described by the majority of consumers ques- 
tioned as the most important factor in store service, more important 
than good quality of merchandise, good delivery or exchange privilege. 

London merchants may at least be consoled to know that only a 
minority of customers comprise the hyper-critical element—the insatiable 
trouble-seekers who somehow manage to flatter their own pernickety 
insight, reading into a sales clerk’s innocent smile all manner of hidden 
cynicisms and giving to a comparative commonplace a glare reflective 
of their own imagining. In short, not more than 32% had the malicious 
satisfaction of describing sales service as mediocre or worse. Sixty-four 
per cent, however, thought improvement of some sort necessary. 

Specific complaints centred on comparatively few stores. Two 
stores polled one third of these votes and four stores one half of the 
total. Thirteen others received “honourable” mention. 

It is interesting to compare the results of one phase of this study 
with those of a similar one conducted in Syracuse, New York, in July 
1929. 


1. Mr. Otto Simmers’ thesis, ““Consumer Opinion of Retail Store Clerks in London,”’ 
in its original form is too long and too detailed for —_——* - ~~ iodical. Since 
the information in it is interesting and valuable, ed to write this 
article which is based on the statistics 2 t ® Sern The thesis is 
available, to anyone who may be interested, in the library of the University of Western 

tario. 
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Criticisms of Sales Clerks 


Criticism Percentage of total Votes 
London Syracuse 
Lack of knowledge of goods................... 20% 21% 
Too anxious to make a sale................... 18 4 
i data bad « bein s bmw aes 15 1l 
Not sufficiently trained in selling............. 11 21 
Hurry customer too much................... 10 8 
ee edhe iid che wee eaetin abepae ) 2 
NO eee oe 8 1 
Lack of general courtesy...................-- 6 28 
Make too many mistakes.................... 3 1 
LS EE ee ee 3 


Next Thanksgiving will be a fitting time for London to offer up a 
prayer for courteous clerks, but immediate consideration may well be 
given to the criticism of clerks “too anxious to make a sale.” This 
factor so inconspicuous in the Syracuse investigation assumes quite 
respectable proportions in the eyes of London consumers. Although 
second in total votes it is the first choice criticism of the greatest number 
of consumers, receiving forty firsts to twenty-eight for “lack of knowledge 
of goods.”” Again, in suggestions for improvement in store service, 
that clerks refrain from over-selling is the outstanding recommendation.’ 

Competition, of course, does excuse a certain amount of aggression, 
but hardly justifies operation on a caveat emptor basis with an all’s 
fair in love, war and retail selling philosophy. I once had the misfor- 
tune to wander into a well-known London store in search of a ready- 
made suit. A smiling clerk stepped up and greeted me in the long lost 
friend fashion. To simplify matters I expressed a desire for a worsted, 
grey or dark-blue, and stated my maximum cash limit of $30.00. “‘Just 
the thing” proved to be a sandy-coloured tweed at the greatly reduced 
price of $35.50 and of course I had to try it on to admire the exquisite 
fit. I repeated my original request and this time with a pitying smile for 
one with such a limited income he brought forth a medium blue at $16.50 
which even he had to admit finally was about two sizes too large. 
Nothing daunted, he at last found the very thing, a scintillating red- 
purple at $29.50, with white pin stripes and actually my size. He 
seized his opportunity and laid down a barrage of sales effort. My 


RE ET CE PAT a, Seer 28% 
sy sear ooden Rn ois 5a Haden aa nae ews ke) Ge eacrn 19 
Nn. ca cvcbeccboceccesscecenesas 18 
Better style and better display... ........ 2.2.6.6. -...eeeeee 18 


i fo a thc et hGytk on cd beens enaeweiwiesneeeee 17 
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timid objections to the colour were pooh-poohed in eloquent style. 
Pin stripes, at least the conventional, evenly spaced type, I thought 
were rather passé, but I was soon corrected on that point. Jt was the 
very latest thing and the only one of its kind in the store. To emphasize 
his point he actually offered to give me the suit if I could find another 
like it in London. Think of the prestige! And then his eye lit up as the 
final clinching argument struck him—the school colours. What could 
be more appropriate? But somehow I couldn’t aspire to such heights 
of fashionable refinement. So avoiding his keen eye, I lamely promised 
to think about it further and headed for the nearest door to freedom. 

A by-product of high pressure selling is misrepresentation which 
also occupies a relatively important position in the London survey. A 
little sales ardour may be treated lightly by the ordinary consumer, in 
fact the clerk is expected to effuse somewhat over his stock-in-trade. 
But when he colours the sales argument with mis-statement the result 
may prove disastrous to future sales. 

For customers are much more faithful in their patronage of a par- 
ticular store than is generally believed. One hundred and forty con- 
sumers were asked how long they had been dealing with one store in 
each of the groups—Men’s Wear, Department, Dry Goods and Shoe 
stores. The results were as follows: * 


Years Percentages 

Under 1... 8.2% 
th Sic ge Rie eS Sie 46.0 
| ae ee 22.9 

ESE et AD 22.9 


A firm may have a loyal group of employees or a loyal group of 
stockholders, but the greatest asset a retail store can hope for is a loyal 
clientele. 

Different Attitudes of Men and Women 

The results of Mr. Simmers’ investigation should prove valuable 
not only as regards general consumer opinion, but also for the different 
attitudes of men and women. 

Here is a woman’s opinion of the woman buyer. “You must 
remember that most women’s minds are extremely detailed. It is the 
small, unimportant facts, often ridiculous, yet sometimes justified, that 


1. From a consumer survey of “Store Preference” conducted in London in 1933 
by D. E. Lofft. 
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offend a woman customer and cause her to conceive a passionate liking 
for, or violent prejudice against, a retail store. Her impression is com- 
posed, not of one rounded well formed recollection, as a man’s might 
be, but of a mass of trivial details.” Further, the woman shopper is 
said to be tremendously impressed by the way in which she is served 
and to feel intensely a store spirit and atmosphere. 


Merchants generally recognize and cater to woman as the chief 
buyer. Shopping is a necessary and important part of her life. Quite 
naturally, then, more than with men, her experiences are topics for 
discussion. And here the sales clerk must be the main target for her 
critical onslaught. Consequently we find a higher percentage of women 
than men “very particular” about the manner in which sales clerks 
treat them. 


In spite of these facts, women are better pleased with service 
received, for 79% of women questioned described London sales service 
as satisfactory compared to 58% of the men. Although men probably 
do only one half to one third as much shopping as women, a slightly 
higher percentage of men have experienced annoyance from ignorant 
or indifferent clerks.2 What is more important, a larger percentage of 
these men declared their intention of having no further dealings with 
stores where they had been poorly treated.* 

If we accept the general belief that women are more observant and 
sensitive than men, the only conclusion is that London shops catering 
to men are offering a lower grade of service than department and 
women’s wear stores. 


Different Attitudes of Income Groups 
The information gathered by Mr. Simmers was further classified 
according to three income groups—upper—A, middle—B, and lower—C. 


As would be expected, purchasing power commands a commensurate 
amount and quality of service. The bejewelled customer must be met 
by equal elegance on the other side of the counter. Wealthy customers 


1. Miss Ruth Leigh, in her book, “The Human Side of Selling.” 


2: Men — 67.6% 
Women—66.3% 


3. Men — 52.0% 
Women—46.0 % 
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are addressed by name, served by the head of the department and are 
themselves better acquainted with store managers.’ 


Where a store handles different price lines, a customer feels herself 
instinctively sized up and assigned to a price class. With all her twen- 
tieth century frankness the modern woman still likes to be placed in the 
income scale a notch higher than she is really is. To get the maximum 
in service, then, the shopping tour is more than a routine task, it becomes _ | 
adress parade. This creates competition all along the line with a boost | 
to the heavy ornament and lavender business. 


It is not to be wondered at, therefore, that Group C is least satis- 
fied with sales service in London.” In particular, a higher percentage 
of Group C than of other groups are conscious of lack of courtesy and 
indifference on the part of clerks. 


The members of Group B, however, if not more critical, are at 
least more sensitive and quicker to assert their independence. A higher 
percentage even than of Group A express themselves as very particular 
about the service received.* Furthermore, a greater number than of 
the other groups, annoyed by an ignorant or indifferent clerk, are 
reluctant to return to that store.‘ 

The apparent inconsistency in the attitude of Group C, in expressing | 
such dissatisfaction and at the same time being least particular about | 
service received and least reluctant to desert a store is explained by 


1. The following percentages know the manager and two clerks in most stores 
with which they deal:— 
Group A—41% 


Group B—22% 
Group C—20% 
2. The percentages of each group which considered London store service unsatis- 
factory are as follows:— 
Group A—17% 
Group B—40% 
% 
3. The percentages expressing themselves as very particular about service received. 


Group A—25% 
Group B—28 


4. The percen pps oe reluctant to re to a store where they have been annoyed 
by an ignorant or 


. clerk. 

Group A—25% 
Group B—37% 
Group C—15% 
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their position in the income scale. They can not afford to place service 
before price. This fact is revealed in the reasons given for deserting 
certain stores.’ 

Conclusion 

This survey can only hope to point out in a general way certain 
weaknesses in London store services as seen by consumers. The aver- 
aging process involved, of necessity limits its value to individual store 
executives. This is particularly true of a smaller centre like London 
where comparatively few stores can exert a considerable influence on 
consumer returns. For instance, if one well-known store were eliminated 
high pressure selling as a criticism would occupy a much less prominent 
position in the survey. Similarly, the criticism of slow and indifferent 
clerks is directed largely at another store. It is significant that methods 
of payment in the two stores are respectively straight commission and 
straight salary. 

Store executives may, however, use the same method to discover 
weaknesses in their own organization. The securing of similar informa- 
tion of a more specialized nature and directly usable, would be a com- 
paratively simple task. No forward looking merchant can afford to 
disregard the possibilities of a scientific approach to the consumer 
viewpoint. 


1. Reasons for deserting certain stores:— 


~— A B Cc 
SRS CE ae 42% 33% 28 
Price too high. ............. 34 3a a 4l 
Poor quality merchandise.... 33 33% 30% 31% 

















CURRENT EVENTS 
ARTHUR G. DORLAND, PH.D. 


A Year of Nazi Government 


BOUT a year has now passed since President Hindenburg appoint- 
ed Adolf Hitler as Chancellor of the German Reich and thus 
opened the door to the Nazi revolution. The striking fact which 

emerges is the conservative character of this revolution which has changed 
very little the essential structure either of social or economic Germany. 
If anything, Nazi Germany is even more a bourgeois-junker state than 
was Republican Germany; or as a recent British observer puts it:—“The 
Junkers are still on their estates; and Big Business, its Aryan blood 
somewhat purified, in its offices. The great German bureaucracy has 
been subjected to a more thorough blood-purge, but its methods are still 
substantially unchanged and its influence is still considerable’”’. 

During the past year Hitler has emerged a much bigger man than 
most people anticipated; and to-day he stands as leader of a nation, not 
merely of a movement. The extraordinary speed of conversion to his 
cause suggests that acceptance of his leadership must have been super- 
ficial; but under the influence of patriotic enthusiasm on the one hand 
and terroristic pressure on the other, many people have chosen those 
aspects of the Nazi program which appealed to them and have tried to 
overlook the rest. Meanwhile the Nazi philosophy of a tolitarian state 
marches on. Marxism is regarded as having been to all intents and 
purposes eliminated. Liberalism never was a powerful force in Ger- 
many; while half-hearted Liberalism has readily succumbed before the 
steady pressure of Nazi propaganda and regimentation. 

President Hindenburg’s appointment to the Cabinet of Captain 
Ernst Roehm, Commander-in-Chief of the Brown Shirt Storm troops, 
and of Rudolf Hess, deputy-leader of the National Socialist party, as 
Ministers without portfolio, marks the practical attainment of the 
tolitarian ideal which has made the state and party in Germany to all 
intents and purposes one. The Brown Shirt Storm troops, now said to 
number about 2,500,000, are regarded, however, as a political organiza- 
tion pure and simple, and are not intended to take the place of the 
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Reichswehr or the regular armed forces of the Reich. As Captain Roehm 
explains it:—‘‘The defense of the Reich’s frontiers and the protection 
of its interests abroad concern the Reichswehr alone. It is the business 
of the Storm Troops to anchor firmly the principles of National Socialism 
underlying the new State and to undertake to train every German to 
become a living link in the new national community.” 


Education and Religion in Nazi Germany 


Another ‘living link’ in Nazi Germany is the attempted regimenta- 
tion of the educational as well as the religious life of the state. Hence- 
forth only Storm Troopers are to be appointed to positions of student 
leadership, and the Prussian Minister of Education has just decreed 
that all applicants for teaching positions must have had several months 
training either in military field drill or in labour camps. 


The persecution of Jews is affecting education not only in Germany 
but elsewhere. Jewish scholars of distinction filled important posts in 
many seats of learning throughout the country; but their wholesale 
dismissal has allowed the appointment of men who may be good Nazis 
but who are not likely to equal the contribution of their predecessors to 
productive scholarship; with the result that German intellectual develop- 
ment will be set back for years to come. On the other hand, Einstein 
and many others have sought employment in new lands, bringing to 
them the benefit of their wide erudition. No fewer than thirty German- 
Jewish professors are reported to have found positions in the Turkish 
University of Constantinople; in this way repaying the earlier debt of 
Europe to the Near East when, as the result of the Turkish invasion in 
the fifteenth century, Greek scholars were driven from Constantinople 
to Italy to assist in a renaissance of learning in the West. 

The Protestant Evangelical pastors in Germany continue to resist 
the attack on the Church which would place the swastika above the 
cross. Though Dr. Mueller as Reich Bishop has been compelled to re- 
vise somewhat his first plan for the reorganization of the Church owing 
to the loud protests of the Protestant pastors, he is now aiming to con- 
trol admission of students to theological seminaries; and is seeking to 
incorporate the Evangelical Youth Movement, embracing a million or 
more Protestant youth, with the Hitler Youth Movement under Herr 
von Schirach who, according to Dr. Mueller, is hereafter to control all 
sports, entertainment and cultural work, leaving to the church—he adds 
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with unconscious irony—‘‘its genuine field of proclaiming the Gospel.” 
Dr. Mueller’s concession to the church sounds, however, suspiciously 
like the Gospel according to Hitler. 


German Foreign Policy 


The foreign policy of Germany remains an enigma in which belliger- 
ancy alternates with pacific profession. Some claim to discover in 
German policy a deep Machiavellian purpose. The Nazi program and 
the alleged sinister influence of the Hitlerite Herr Rosenberg upon the 
foreign policy of the Reich, suggests that German demands for ‘Equality 
of rights in armaments’ under the plea for general disarmament is only 
a blind. Her real intention, it is suspected, is to rearm herself to the 
teeth, and, when sufficiently strong, to recoup the losses of the Treaty of 
Versailles in Eastern and Central Europe. This possibility fills the 
status quo bloc headed by France with deep apprehension; though not 
even the most suspicious of German intentions suggest that Germany 
will ever seek rectification of her western frontier, or that Alsace-Lorraine 
is other than a closed issue. That at least is one definite gain of the 
Locarno Pact of 1925 which is too often overlooked. However, since an 
alliance with Fascist Italy and the benevolent neutrality of both Britain 
and Russia would be absolutely necessary for the success of German re- 
vision of her boundaries by force, it does not seem likely that such a 
result would be attained. Moreover, Italian opposition to the Nazi 
plan of union between Austria and Germany has broken down for the 
present at least, the hoped for German-Italian entente; while the recent 
pacts that Russia has been making with France, Poland and other of 
her Western neighbours are tending to isolate Germany still more. As 
if taking a leaf out of Russian diplomacy, however, Germany has just 
recently negotiated a Ten Year Peace Pact with Poland which pledges 
the two nations to the settlement of certain differences between them 
without resort to war, in accordance with the principles laid down in the 
Kellogg Peace Pact of 1928. 


Again there is wide-spread difference of opinion as to what this 
rather surprising agreement between such two bitter enemies as Germany 
and Poland may indicate. Obviously this is not a popular move in 
Paris where it is regarded as a sinister attempt to drive a wedge between 
France and her Eastern ally. Others point out the limited character 
of this Pact, inasmuch as questions of boundaries are excluded, since 
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Germany is not expected to renounce her claim to large areas of what is 
now Polish territory which Poland on the other hand has no intention 
of surrendering. Nevertheless, in spite of its obvious limitations, the 
Pact is intended to deal with important differences relative to com- 
mercial matters, and also with the vexed question of racial minorities 
which, if settled amicably, would clear the air and point the way to 
further peaceful negotiations. 


Whatever may be said about the failure of the League of Nations, 
it is the failure of League members to adopt its central idea and to em- 
ploy its methods that is principally responsible. Consequently every 
settlement by negotiation, however slight, such as the Pact between 
Germany and Poland, should be welcomed as a step in the right direc- 
tion. The futility of the method of war and of trying to do the right 
thing in the wrong way should be more than ever apparent. For as time 
passes, the fatal connection between the Versailles Treaty as a settle- 
ment dictated by revenge and passion and the League of Nations as an 
instrument of peace and justice, lingers on as a sort of damnosa hereditas, 
continually rising as the most serious obstacle to readjustment in post- 
war Europe. Possibly the first necessary step in the reformation of the 
League of Nations would be an attempt to disassociate it from the cir- 
cumstances which brought it into being. 


Fascism in Great Britain 


Fascism in Great Britain appears to be gaining strength under Sir 
Oswald Mosley, but this is less due to the ‘crude and windy appeal’ of 
this aristocratic spell-binder than to the apathy and lack of constructive 
leadership displayed by the present British National Government. 
Ramsay Macdonald is quite clearly a spent force, and while acknowledg- 
ing his great services in the past, there is evident need of new and con- 
structive leadership in the present. Sharp criticism has been directed 
against the present government on the ground that it is run by the old 
and middle aged who can think only in terms of the past, a criticism 
which plays into the hands of the Fascist party who claim to be voicing 
the demands of youth. The feeling is also growing in England that an 
idle government which only indulges in talk, will finally exasperate idle 
men to give their support to any cause which shows some energy. But 
while for various reasons Sir Oswald Mosley’s Fascist idea of a Cor- 
porate State appears to be gaining ground, the British public as a whole 
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remains critical and aloof. Parades of black-shirted Fascists and special 
body guards strike a decidedly unfamiliar note in British political life, 
and at the moment the Press is not favourable. No one can predict 
that this will remain the case, for a further swing to the Left in British 
politics and a sudden war crisis on the Continent might quite conceivably 
stampede a majority into the Fascist camp. 
The potential strength of Mosley’s movement is its eclectic char- 
acter, and it may quite easily become a Cave of Adullam to harbour all 
those who are out of joint with the present political situation in Great 
Britain. Mosley’s previous connection with the radical wing of Labour 
has led many to confuse his present Fascist program with left wing 
Socialism or Communism, against which as a matter of fact it is in many 
ways a protest. Sir Oswald has tried however, to give his new party— 
officially known as “The British Union of Fascists’—a broader basis than 
simply anti-communism. He is seeking to unify and concentrate the 
powers of government to create ‘a Corporate State’ which would as a 
matter of fact include certain features of the Labour program such as: 
a National Council of Industry, a National Investment Board, the ra- 
tionalization of all British resources, housing reform and slum clearance. 
To this end he advocates a revision of the present Parliamentary system 
—or ‘government by talk’—and an increase of Orders-in-Council as a 
means of getting things done. He believes that Monarchy still has its 
uses, but he would abolish the House of Lords (another plank of the 
Socialist party) as obstructive, and he frankly advocates a dictator- 
ship. Though certain features of his program include some of the most 
constructive ideas of the present time, his exposition of them is too vague 
to win much confidence or support. In short, Sir Oswald has not yet 
struck the note to which the British public will sympathetically vibrate. 
A sudden crisis at home or abroad might give him the proper pitch, 
but a Concert of European Fascism does not suggest to most of us a 
pleasing symphony. 
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LEGAL COMMENT 
C. C. CARROTHERS, B.A., LL.B. 


CASE of more than usual interest to those engaged in merchandis- 
A ing as well as to the general public has been reported in the Court 
of Appeal in the Province of Saskatchewan. The matters in- 
volved were the sale of goods, a contract, and statements or representa- 
tions concerning the goods made by a salesman. 
The interest in the decision lies in the fact that it is a re-assertion of 
the old rule of Commercial Law—caveal emptor—let the buyer beware. 


Accepted as a rule of contract law for centuries the Courts first felt 
impelled to relax its strict enforcement because of the appearance on 
the scene of commerce of the high-pressure salesman. He was a pheno- 
menon of the pre-depression period with its easy money, expanding 
demands and still more expanding supply. Goods had to be sold.. The 
obvious way to sell them was to sell to the prospective purchaser cer- 
tain ideas namely: (a) that he needed the article (b) that the article 
was the finest of its type and exactly fulfilled the need. Good sales- 
manship appeared to consist of convincing the customer of these two 
points, by means of any exaggerated statement that might appear to 
be needed, and deliberately and totally suppressing any weaknesses or 
drawbacks the article might have. 

Because of these sales methods the courts, as we have said, relaxed 
as far as possible the strict rule of caveat emptor. This was met on the 
part of the sellers by clauses in the contracts deliberately repudiating 
any representations of salesmen. We are not at the moment interested 
in the ethical questions involved. Jt may well be, in any event, poor 
business on the part of the seller. 

However that may be, the result of such clauses has been to restore 
to its position the old rule in all its glory. In the case of Western Claude 
Neon Ltd. v. Davidson, the judgment once again makes it the duty of 
the purchaser to beware, to see that all the terms are included in his 
written contract—in the words of one commentator, to develop high- 
pressure sales resistance, which in other climes is called canniness. The 
report of the case is self explanatory: 
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Western Claude Neon Ltd. v. Davidson, 


December 18th, 1933. 


Contract—Alleged misrepresentation—Written contract—Expressed to be 
entire—Election to affirm. 


The defendant purchased a sign from the plaintiff under what was 
called a “lease agreement.” It provided for monthly payments up to 
a certain aggregate amount, after which the sign was to become the 
defendant’s property. The defendant used the sign for some seventeen 
months and made a number of payments on it. It was ultimately re- 
possessed and this was a suit for the balance due. The defence was 
one of oral misrepresentation by the agent of the plaintiff when selling 
the sign. He stated that it would operate at a certain cost only. In 
fact its operation cost much more. There was nothing said in the writ- 
ten contract of sale on this point; to the contrary it was expressed to be 
entire. The defence was held untenable. J. A. Martin (whose judg- 
ment was concurred in by the other members of the Court) said:—‘“The 
representation made by the agent could not amount to a condition or 
warranty ..... As the contract plainly states that the entire agreement 
between the parties is to be found in the written contract, the Court 
cannot resort to statements made at the time the contract was entered 
into or prior thereto, and find that there was an agreement different in 
terms from that which had been reduced to writing.’ Further, the 
Court declined to enter upon an enquiry into whether the misrepresenta- 
tion was fraudulent or not because the defendant, having used the sign 
and having made payments without protest, must be taken to have 
elected to affirm the contract. 


The following reported case taken from the Fortnightly Law Journal 
is perhaps worthy of note as exemplying modern business and professional 
methods at their best or worst. 

Mr. Brown had been a barber. On first settling in this brand new 
village of the western plains, he had proceeded to do business under the 
insignia of a diploma and a striped pole. The diploma was a work of 
art; fittingly so, for it proclaimed Robert Brown to be a tonsorial artist. 
It hung high on the wall over the mirror, where customers being shaved 
could read the qualifications of the shaver. In scalp and skin diseases, 
in the treatment of dandruff, and in all the arts and sciences of barber- 
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ing, except—strange to say—the art of conversation, Robert Brown 
was a graduate with honours from a Barbers’ College in the State of 
Minnesota. 

In Mr. Brown’s career, barbering proved to be merely a stepping 
stone. As school teaching is to the legal profession, so shaving became 
to the more lucrative calling of “real estate, loans and insurance’’ with 
conveyancing as a side-line. The talk of customers in the chair was 
not only infectious; it was intoxicating. They were constantly report- 
ing deals in “inside stuff’—or when more precise, town lots centrally 
located—in “choice” farm lands and more commonly, in “outside stuff,” 
which was admittedly a speculative investment depending on the town’s 
future growth into a distributing and industrial centre. There was 
coal underground. That was a proven fact; natural gas was already 
flowing through at least one pipe line in the district and the thing that 
made John D. Rockefeller rich was also in the offing—oil! 

It was not long until Brown the barber learnt the meaning, if not 
the words, of the legal maxim: Cuius est solum ejus est usque ad coelum. 
In plain English, his own version was: the sky is the limit. The sur- 
face of the earth appealed to him most. Mere space for building houses 
and stores was revealing itself as a valuable asset. The top soil on the 
wide open spaces was also something that had potential values in that 
it produced food for humanity. 

Within a few months there emanated from the office of Brown’s 
Realty Corporation, Limited, a card three inches by four telling on its 
face in no uncertain terms what this corporation was and who was its 
president and managing director. On the back was a gem of poetry:— 

“Come boys, buy while you may, 

This is a thing that will surely pay. 

Buy our land and grow your wheat 

Then you will have plenty of good things to eat. 
Spring wheat grows, but we have that beat 
For we grow plenty of turkey-red winter wheat.” 

The easy money from selling town lots and farm lamds was not so 
steady as the twenty-five, thirty-five and fifty cent fees that had come 
in hourly to Mr. Brown for shaving, hair-cutting and shampooing. He 
decided to fill in idle hours by specializing in jobs of conveyancing. 
There were lawyers in town, but who were they? He could—and he 
let the wide world around him know it by advertisements in the local 
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paper—prepare Wills, deeds and all other documents neatly, efficiently 
and promptly. Two dollars for drawing a Will, even if it took a whole 
hour, was better than cutting hair at thirty-five cents for thirty minutes. 
Bob Brown became the chief conveyancer in town. 

Skill of this sort was not to go unrewarded, even in terms of capital. 
Corporation lawyers were having their day without ceasing to be; like- 
wise real estate agents were doing their part in promoting companies 
for farming or holding land. 

One day Mr. Brown and a Mr. Shillington formed a partnership. 
They were to go around the arid prairie and drill wells, under the slogan: 
“More and better water.” 

Mr. Brown prepared a form of contract for the firm to make with 
farmers, town-dwellers or others who sought water, be it merely more 
or better. By way of premises in the conveyancing, he put himself and 
partner in the position of independent contractors. The operative part 
of the contract read, in part, as follows:— 

“We agree to get to you Dy. cee 

“We will go down up to fifty feet not above fifty cents a foot but 
not below twenty-five; above fifty feet down to seventy-five we will 
not go below fifty or above seventy-five. Below seventy-five feet, but 
not above a hundred we get up to a dollar, but not below seventy-five; 
if we go down to a hundred but not below seventy-five, we get up to a 
dollar twenty-five. Below that we get a dollar and upwards until we 
get up to fifty feet deeper down. Below a hundred and fifty feet down 
we get a raise for every twenty-five feet at the rate of twenty-five cents 
for every twenty-five feet down below the above depth.” 

Although well-drilling did not prove a profitable venture for Mr. 
Brown he gathered in a fee of fifty dollars for preparing this form of 
contract—which remuneration was, after all, nothing to sniff at. 
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THE SALARY METHOD OF COMPENSATION FOR 
LIFE INSURANCE SALESMEN? 


EDWARD A. HORTON, M. B. A. 


eighty-five per cent of the annual life insurance business written 

in the United States is put on the books by fifteen per cent. of the 
country’s life underwriters. This means that out of the one hundred 
and seventy-five thousand or so life underwriters in the country, less 
than thirty thousand of them do the bulk of the insurance business. Of 
this army of thirty thousand underwriters, the majority are successful 
men, enjoying a substantial annual income. This class tends to make 
insurance salesmanship a highly skilled means of lifelong livelihood. 
The remaining one hundred and forty thousand insurance agents sub- 
ject the insurance business in general to fair, mediocre, or good sales 
representation, depending upon the individual ability; cost immense 
sums of money annually in the way of training expense, supervision 
costs, and financing advances; and finally destroy sales momentum and 
waste these expenditures, as mentioned, by a high record of employ- 
ment turnover. The net result is injury to any insurance company 
specifically, loss to the insurance business as a whole and injustice to 
society in general. Obviously there is a problem here that needs atten- 
tion. It is the main purpose of this study to bring to light the more 
pertinent factors lying behind this problem. Upon their exposure, the 
succeeding purpose will be to point out some means of remedy for them. 
By accomplishing this double-barrelled purpose, it is the express desire of 
the writer to encourage an awakening of thought within the insurance 
business, so that this obvious maladjustment of selling effort and the 
compensation therefrom may be corrected. 


ee National Association of Life Underwriters estimates that 


1. Although this study deals specifically with conditions in the United States, 
there ts sulliclent slanflarity to conditions in Canada to meke it of practical uso here. 
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There are: four major reasons why this maladjustment of selling 
effort and results in the insurance field arises. These reasons may be 
catalogued as follows: 

(1) Inefficient recruiting of the sales force. 

(2) Infrequent interviews in the field as the result of an un- 
systematic sales program. 

(3) The high rate of turnover among agents. 

(4) The common method of compensation for agents—the 
commission basis. 


The matter of recruiting agents generally rests with the general 
agent or the branch manager of the company. Selection is made purely 
upon a personal basis, with the use of as many psychological tests and 
the like as possible. Because no two agents are selected for the same 
reason, or under exactly similar conditions, it is essential that the manager 
making the final choice be guided by common sense and judgment. Too 
often the deciding factor is one of hope and expectation as to what the 
applicant will accomplish, and just as often the results belie the belief. 
In the past, general agents and branch managers gave too little atten- 
tion to this problem of selection, totally neglecting the fact that good 
selection of agents should result in better sales representation, with less 
supervisory expense and direction. According to one statement made 
in 1930, however, managers are devoting more time to recruiting now 
than they did in 1923. At that time, it was stated, the per cent. of time 
given by managers to recruiting varied between eleven and six per cent. 
for large and small agencies, respectively. In 1930, the time expended 
amounted to about fifteen and twelve per cent. for corresponding cases. 
As the need for better sales representation becomes more necessary, 
managers will devote a still greater percentage of their time to this 
matter of recruiting. It must be remembered that the position of in- 
surance to-day, as a social and economic factor in the life of the nation, 
demands the highest possible type of representation. 


Like other businesses, insurance is subjected to representation by a 
great many men totally unfit for their profession. While studies have 
been made to arrive at some conclusion regarding this situation, it is 
improbable that any company or agency knows the exact set of condi- 
tions which might hold concretely for all circumstances. Partial data 
along this line estimates that somewhere around one-third of the total 
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number of agents selling life insurance in any one year turn to some 
other form of endeavour before the expiration of twelve months in the 
business. Of all the agents in the business, in 1930, it was claimed the 
average length of service was less than two years’, while there was a 
high rate of transfer of agents between companies. In the agencies of 
large companies, it was estimated the annual turnover of agents amount- 
ed to close to thirty-five per cent.; in the smaller companies about a 
fifty per cent. turnover was common. This high rate of turnover, which 
must run over forty per cent. for the total number of agents, results in 
poor representation of insurance, as a means of investment, to the in- 
vesting public, with a subsequent disruption in the continuity of sales 
approach and investing activity. More prejudice is aroused by that, 
perhaps, both on the part of the investor and the company hiring that 
personnel, than by any other of the inherent forms of sales resistance. 
Thus, not only does a high rate of- turnover among insurance agents 
mean that time, money, and effort is involved, but there is the additional 
fact that the existence of this turnover is limiting the extent of sales 
volume and widespread demand, which insurance should ordinarily 
command. 

Inefficient recruiting of the sales forces, lack of system in the matter 
of choosing and obtaining interviews with prospective insurance pur- 
chasers, and the existing high rate of turnover among agents are telling 
reasons with respect to the insurance sales problem as outlined. But 
there is another reason more important than any of the three mentioned, 
which is really a combination of all three, both in effect and cause. 
This fourth reason, the crux of the whole situation of why fifteen per 
cent. of all life insurance agents secure eighty-five per cent. of the busi- 
ness, is that the common method of sales remuneration is by the pay- 
ment of commissions. Because insurance agents are mainly paid either 
by an agency or a company, by commissions against their written 
business, the total selling costs of insurance are high, there is a tremendous 
range between the upper and lower limits of commissions received per 
agent, entrance into the insurance business remains comparatively 
simple and inordinately easy compared with some other lines of busi- 
ness, and a minimum amount of skill and application is applied to the 
agent’s sales activities and encouraged in the general sales program. 

These criticisms are damning. They are so true, however, and so 


1. Manager’s Manual, Part 1, page 15, compiled by the Life Insurance Sales 
Research Bureau. 
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little faced by the executive end of the insurance business to-day, that 
net sales volume is suffering and the whole insurance business is being 
held in check. 

Payment of insurance agents by commission has both many ad- 
vantages and disadvantages, to be sure. The commonly accepted ad- 
vantages are that remuneration by commission rewards an agent for 
what he can accomplish by diligent effort and definite sales ability; 
that an agent becomes at one and the same time both an employee and 
“his own boss”; that he is provided with a maximum amount of incen- 
tive to sell more and earn more; that every iniaginable factor of in- 
genuity, alertness, personality, and the like assists an agent through 
sales situations according to the degree to which he might possess them; 
and, that no agent on a commission basis is hampered by more than the 
bare essentials of managerial control. Yet, in spite of these supposedly 
invaluable offerings to an agent to produce the business, there are terse 
facts that point out a significant story, namely, the insurance in force 
per capita in the United States, according to 1931 data, amounts to only 
$900; insurance in force per family averages but $3,500; 
barely 55% of the country’s population is insured; while less than 86% 
of the insurable adult population owns life insurance. These facts prove 
that insurance agents have not succeeded in doing the job required of 
them, for the country’s population owns wholly inadequate amounts of 
insurance, measured in terms of annual income. 


Payment of commission to agents has neither given successful in- 
surance sales volumes, not has it created a state of perfection in the 
selling technique. By reason of insecurity of income over the intro- 
ductory sales period, the commission method keeps good men out of the 
insurance business, makes it difficult for others to finance their living 
requirements for an indefinite length of time, and encourages a high 
turnover of salesmen who neither give themselves or the company a 
fair trial. Because of earnings that may be anticipated but not earned, 
a goodly number of agents are encouraged annually to make commitments 
for personal expenditures which may never be met. Since a company 
or an agency hiring a salesman on commission takes to its sales organiza- 
tion a selling means in which it does not have to invest any money, or 
at least the minimum for training and supervision, too often that com- 
pany or agency is prone to disregard the apparent essentials of proper 
equipment which every agent should have to present the business of 
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life insurance properly. As a result not even the minimum is spent in 
reasonably preparing the agent for his task, with a subsequent reaction 
of high turnover, improper interviewing, and an early limitation of sales 
effectiveness. More often than not, improper solicitation results in 
individual resentment against insurance in general as a means of invest- 
ment, and against a company specifically as an instrument for serving the 
investment need. Finally, an unreasonable lack of sales control is ex- 
tended by the management of an insurance company or agency, which 
may find evil aspects through misunderstood agent-management rela- 
tionship. Without the right kind of sales direction and supervision, 
both the agent and the company suffer. The former loses because he 
generally fails to grasp the true function of the service he is selling, 
with respect to the public weal. The latter remains unprogressive and 
retarded because the combined force of experience and successful method 
is not brought to bear upon the daily activities of the element of con- 
tact between itself and the public. 

It is often said that life insurance salesmen prefer to work on a 
commission basis since it does not limit their earnings. This statement 
is in direct disregard of the high turnover and rapid transfer among 
insurance agents in general, which in itself indicates something wrong 
in the compensation system. A more direct indication is furnished by 
an analysis of what objections are most frequently raised by prospective 
agents for the life insurance business. 

In a study made of this particular question, it was found that there 
were seven major objections raised as reported by a group of managers 
and supervisors.’ These objections were as follows: 





(1) Uncertainity of income.......... oa eth % 
(2) Lack of prospects..... 18% 
(3) Lowering of personal position in community. A BY 
(4) Fear of failure... 18% 
(5) Many present agents not making good... 11% 
(6) Field overworked. ......... . 9% 
(7) Night work.............. oases 

| 100% 


The inference of this study almost in itself clinches the problem of 


1. Manager’s Manual, Part 1, page 160, compiled by Life Insurance Sales Re- 
search Bureau. 
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an unfavourable situation in regard to the commission method of re- 

' muneration. It will be noticed that the elemental objection was that 
there would likely be an uncertainty and instability of income, which 
was almost as great as fear of failure, and evidence of failure, 
combined. Since there will always be an uncertainty of in- 
come where compensation of sales efforts by commission is concerned, 
it is convincingly evident that under that method, life insurance will 
be subjected to limited selection with regard to agents. As a result, 
the maximum efficiency in selection could never be achieved nor could 
any insurance company ever set down a standard maximum of personal 
ideals in any one agent or group of agents. 


Because the commission method of compensation summates the 
net disadvantages such as turnover of employment, ineffectiveness of 
sales technique and method, and misdirection of managerial control, 
there is a tremendous amount of waste involved in extending the service 
of life insurance from the protecting company to the insuring public. 
This waste arises mainly from three different sources, namely, loss in 
the cost of training an unsuccessful agent, loss in the total amount of 
business in force per company through a high lapse ratio, and needless 
expense incurred as a result of a high acquisition cost of new business. 
The net result of these three items of waste valued both in terms of 
dollar costs and time costs to the companies is that the very soundness 
of all life insurance in force is undermined. No company can continue 
sound if its assets are drained by unreasonable costs. 


The effect is double-edged for it works both within and without, with 
detrimental effect on both the company and the insured. As a matter 
of fact, the high cost of obtaining business reduces the amount of income 
an insurance company will set aside annually to take care of payments 
to policy-holders and to establish an account for the policy-holder. In 
one study made upon this particular subject it was estimated that of 
an insurance company’s income in 1931, 48 per cent. went for payments 
to the policyholder, 34 per cent. for the account of the policyholder, and 
18 per cent. to meet the expenses incurred by the company. With re- 
spect to the last percentage, one-half of that went to compensate the 
agent for his sales efforts, which is entirely out of proportion to the 
expense of getting business in other lines sold directly to the consumer. 
Thus, there not only is the problem of decreasing the cost of getting 
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business, but there is also the problem of how much of that cost is con- 
nected with the possible sources of waste before mentioned. 


The common attitude in the insurance business is that it does not 
cost anything to give an agent a contract to sell life insurance. The 
belief is entirely erroneous, for actual studies made show that it costs 
anywhere from $250 to $1,300 to employ and train an effective agent, 
exclusive of any form of advance made. This cost will vary consider- 
ably among different agencies of the same company even, yet among 
different agencies there is a cost of employment involved that is con- 
siderable, which amounts to an entire waste of company money under 
the high rate of agents’ turnover. The entire blame for this waste, 
which in some companies may run into considerable sums of money, 
can be laid at the door of the commission method of compensation. 
Since there is no initial fixed outlay in the hiring of a man on a com- 
mission basis, there is the idea that the more men hired the better, for 
by an increased number of salesmen more insurance business should be 
written. The fallacy Jies in the fact that there is the cost of training 
involved, which needs to be figured in as a prerequisite of successful 
selling, which is neglected in figuring upon this assumption. The more 
men hired, the more chance for waste of agency or company money 
through turnover. Hence, it does cost something to give an agent a 
contract, and this cost may be indefinitely expended according to the 
number of men taken in and subsequently trained. At the same time 
the total waste increases because of the turnover factor. The whole 
custom is wasteful to exceeding degree. 


To sum up all the foregoing argument the commission method of 
compensation for life insurance has encouraged the following conditions 
in the life insurance business: (1) An uncommonly high rate of turnover 
among agents; (2) A mediocre presentation of the benefits of life insur- 
ance to the total number of people in the United States; (3) A life insur- 
ance coverage record per capita of population which is inordinately low 
compared to the need and the realization that life insurance offers an 
unusual means of saving and protection; (4) A high record of policies 
lapsed, refused, and converted; (5) A minimum amount of managerial 
control, or a shifting of the responsibility of the management function 
to the individual agent, with an improper understanding of correct 
technique and method resulting. Moreover, these conditions will not 
work themselves out to some satisfactory solution, unless an intelligent 
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understanding is brought to bear upon them by the leaders in.the insur- 
ance business. 


In addition, the commission method does not remove the possibility 
that the best type of agent possible is not entering the business, because 
there is no surety of income; does not allow a strict accounting of the 
agent’s daily time and effort; and does not work out as a low cost method 
of securing sales volume. Obviously there is need for a new method of 
compensation, which will produce better results. 


The Approach to the Problem 


In the writer’s mind-there seemed to be one certain way to remove 
a greater part of the difficulties besetting life insurance sales to-day. 
In collaboration with a number of men interested in the same problem, 
it was finally decided that an entirely different method of compensation 
than the one now commonly used would provide the solution. After a 
careful consideration of the factors involved, it is believed that the 
salary method of compensation, if unreservedly accepted by all insur- 
ance companies, and used continuously, offers inherent advantages such 
that sales difficulties could be removed and general.results improved. 

The basic nature of the salary method of compensation offers to 
life insurance a means of eliminating two of the profession’s most lecher- 
ous disadvantages, namely, the insecurity of income, and a lack of sales 
control. The first has limited the number of agents in the business of 
selling insurance, while at the same time encouraging a rapid turnover 
of salesmen actively engaged in it. The second condition must be blamed 
for the non-realization of a justified per capita insurance coverage, and 
for an inefficient meeting of the per capita need for insurance, as evi- 
denced by the records of lapse and conversion. 


In presenting the argument for the salary method of compensation, 
the writer has outlined the discussion in the following manner: First, a 
summary of the results of several personal conferences: held by the 
writer with certain executives of some of the country’s leading insurance 
companies; second, a review of certain selected cases collected by the 
writer from research sources dealing with compensation plans in actual 
operation in various agencies; and third, a selection and the defense of an 
advantageous plan of compensation based upon the salary method, 
which might be utilized by any agency. 
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Various Opinions Upon the Problem 


With the knowledge that successful agency and branch operation in 
the insurance field requires close co-operation between the home office 
and the field force; free discussion of the agent’s work and criticism of 
his equipment; an understanding on the part of the successful agent of 
rate-setting, nature of reserves, sources of surplus, etc., the various 
types of policies, and company treatment of policyholders; and an ad- 
visory extension of the agent’s work with his policyholders throughout 
the lives of their policies, the writer undertook a series of discussions 
with executive officers, agency or branch managers, and agents of sev- 
eral life insurance companies. The interviews made and the informa- 
tion obtained served to point out a number of conclusions which can be 
generally summarized and stated thus: 


1. The general consensus of opinion of home office officials was 
that the majority of the agents to-day were well equipped to present 
life insurance to the public. It was believed that sufficient recognition 
was given by the respective companies to an agent’s training and work 
in the field, although the tendency to shift that responsibility to either 
the agency or the branch, as the case might be, was admitted. It was 
stated that home office training had not justified its expense. In respect 
to remuneration, the general belief was that no other method would 
pay the agent as well for the work accomplished, nor would an increase 
in new business written result under any other method of employment. 
It was the generally accepted belief that little could be done to reduce 
agent’s turnover, or halt the decline in business written, at the present 
time and under the existing conditions. 

2. Among agency and branch managers, it was generally stated 
that turnover ratios, average sale value of policies written, and the 
length and cost of the training period per agent were the chief con- 
cerns. As a whole these intermediaries were interested mainly in the 
careful selection of agents, close supervision of them in the field, and in 
obtaining a co-operative spirit of sales effort, at the least possible cost 
to the office in terms of percentage against the total sales volume. One 
of the big disadvantages of the commission plan of remuneration was 
claimed to be the necessity of providing money advances to a large num- 
ber of agents per agency, who found themselves unable to finance their 
living requirements over periods of small sales volumes. This fact was 
particularly pertinent where an agent was starting in the business, and 
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where a considerable length of time elapsed before the first collection of 
cash for premiums on policies written. 

3. Most of the agents interviewed seemed to be satisfied with the 
commission form of compensation. In cases where there was dissatis- 
faction, it was found there had been periods of lean sales, which resulted 
in a small return of commissions. During those periods it was claimed 
as much effort had been expended in sales efforts as in times of good pro- 
duction results. Some intangible factors such as personal worries, ill- 
health, “tough prospects”, and other conditions had caused a lapse in 
the rate of commission return per period, with the result that personal 
income was limited unreasonably. Most agents felt that a good deal 
of their selling success could be attributed to personal initiative and a 
personal self-direction of their daily work, regardless of the assistance 
extended by the company or branch with which they were connected. 
The methods of sales approach and understanding of the true function 
of life insurance were found to vary considerably among different agents. 
It was personally judged by the writer that a great part of the sales 
success could be set down as due to three outstanding characteristics, 
namely, intelligent effort, diligent application, and a trained attitude 
favourable to public reception. Initiative arising from compensation 
and the use of sales psychology came in a poor second as evidence of 
success. 

Thus, it is evident there is some considerable divergence of opinion 
upon the company-agency-agent relationship as held by any one of these 
three parties. It is apparent that the average company tends to be 
tied up with matters of finance primarily, and sales problems secondarily ; 
while the case with the agency, the branch, or the agent is exactly the 
reverse. Evidence of the shift in control from the company to the 
agency and thereby on to the agent, was obtained from interviews 
held with agency directors of leading insurance companies. 


The net result of all interviews seemed to be in the way of emphasis 
upon the following conclusions: 

1. Life insurance companies are not recognizing the inefficiencies 
of the past to the extent demanded. Unaware of certain trends, they 
are allowing too many unfit agents to represent them in the field, re- 
gardless of the inadequate amount of insurance held per capita of pop- 
ulation in this country; they are not stressing the most effective type of 
agent’s training; and they are not preparing the way for the position 
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which life insurance merits and should attain within the next ten years. 

2. Agencies are not extending to the agents a degree of control 
which the selling problems of to-day demand. Volume of business is 
being placed before proper training and supervision, and the net agency 
outlook is concerned with the immediate future, rather than the all- 
important long pull. 

3. The agent of to-day is faced with extra-difficult sales obstacles, 
and the incentive supposed to be derived from the commission plan of 
compensation does not assure the average agent as high a return as his 
sales efforts warrant. Some other method of compensation would not 
only take care of the stress of present day selling compensation, but 
materially improve the attitude of the agent, particularly with respect 
to those agents who are earning but a fraction of what they once re- 
ceived. 

Having established the fact that insurance companies, agencies, 
and agents have a set of similar problems with which to contend, the 
writer turned to research sources in an investigation of some practical, 
operating plans for compensation. In this search, the most important 
source of information was found to be the Life Insurance Sales Research 
Bureau studies. These presented various methods of compensation 
used by various agencies. Several of these plans were selected as being 
especially illustrative of worthwhile compensation plans, both for the 
new agent entering the business and for the agent already producing. 
The methods selected will be set down as separate cases, and from among 
the number discussed the basis of a universal salary method of compensa- 
tion will be decided upon; 


Various Plans of Compensation for Agents 


Case 1—This plan was used by an agency as of June, 1930, with 22 
full-time and 5 part-time agents, producing a volume of $4,500,000 in 
urban and rural districts. 

The plan was to finance new agents without removing the necessity 
for effort, and operated as follows. The new agent was offered 50% 
advances against estimated living expenses, which advances were to be 
deducted against commissions. The manager and the agent sign an 
agreement stipulating the amount of the advance per month, what per 
cent. of commissions shall be credited against that advance, how repay- 
ment is to be made of amounts advanced in excess of the amount de- 

















144 THE QUARTERLY REVIEW or COMMERCE 


ducted from commissions earned, what rate of interest is to be charged 
against the balance due by the agent on the last day of each month, and 
set up the extra provisions that the withdrawal of the agent from the 
agency renders the agreement null and void, with renewals reverting to 
the agency. The final clauses are that this agreement has prior claim 
over any Other like agreements, and that it may be terminated on 30 
days written notice by either party. 


The adoption of this plan reduced losses incurred on balances run 
by agents, left incentive for the agent to produce results, and provided a 
means of choosing between those agents who were not willing to work 
on such a basis and those who were. 

Case 2—This plan was used by an agency in August, 1929, there 
were 34 full-time agents, in an urban type business, with a production 
volume of $7,000,000. 

The aim of the plan was to finance new agents by having the agent 
execute a surety bond, fully endorsed by two responsible property hold- 
ers. The agent is advanced monthly to the extent of the bond. 

The merit of this plan is that it protects the manager against loss, 
and gives the agent a share of responsibility against the endorsed ad- 
vance. Over a period of seven years, seven bonds were called and 
promptly met by the sureties. 

Case 3—An agency employing 33 full-time and 10 part-time agents 
doing an urban and rural business of $5,250,000 in 1931 used this plan. 

The agent was financed against the completion ot a definite plan of 
work, which was operated by the daily planning system and the obtain- 
ing of at least three real interviews per day. Daily reports were required 
for the manager’s use in a check-up on the agent’s activities. An agree- 
ment was signed which established a certain percentage of commission 
payments against the balance owed by the agent to the agency. Monthly 
advances in amounts equal to 75% of expected first year commissions 
were limited in all cases to a maximum of $200. The total debit balance 
for each agent was based on an individual credit inspection report. 

This plan reduced the average monthly advances to agents by 
50%, while at the same time it introduced a system of daily planning 
which proved invaluable to the new agent. 

Case 4—This plan was used by an agency employing 32 full-time 
and 20 part-time men in 1930. The annual business was $3,000,000 
done in rural and urban districts. 
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A good prospective agent was given a part-time contract for six 
months, at the end of which he was to sign a full-time contract if both 
he and the manager were willing. As a part-time agent, the new man 
split commissions, but on entering the agency as a full-time agent he 
was to receive the regular commission rate. 

The progenitor of this plan is able to make a careful selection of 
men under this scheme, and at the same time he invests money, which 
definitely locates the responsibility for sales supervision and control. 

Case 5—This plan is used by an agency writing $32,000,000 in- 
surance per year, with a force of 125 full-time agents, in urban and 
rural districts. 

The plan finances new agents upon a salary basis, at a rate of from 
$75 to $100 per month per agent, depending upon the individual’s previ- 
ous earnings and his estimated potential ability. If the agent indicates 
that he is not going to be a success at the end of three months, the con- 
tract is terminated. If he indicates that he is going to be a steady pro- 
ducer, his salary is raised every six months by the sum of $25. While 
he may not be a quick producer, other factors such as attitude, industry, 
and demeanour count in his favour in the matter of getting an increase 
in salary. 

In no case is the agent paid as much as he received in his former 
job, which leaves incentive and makes the agent take the responsibilitA 
of his success upon his own shoulders. If the agent is a married man, 
his family receives 10% of his first year’s premium monthly. The agree- 
ment is retained as long as the agent desires, and the manager keeps all 
first year and renewal commissions with the exception of the 10% men- 
tioned, while it is in effect. 

The agent is required to submit to the supervision of the agency, 
make daily calls and hand in daily reports. If he leaves the agency, he is 
under no obligation to pay back the debit balance which may be exist- 
ing against him. 

This plan has been in effect for a considerable number of years, the 
losses have been very small in connection with it, and an unusually large 
number of successful men have been developed through it. The manager 
has found that it is better to have a man on a salary than on an advance. 
The fact that the agents realize they are not obligated to repay the 
salary advanced leads them to adopt a fine psychological attitude, 
singularly free from worry. 
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The great benefit of this plan is that it necessitates very careful 
selection of men by the manager, and constant watchfulness over the 
daily and weekly activities of the various agents. Some men remain 
on the salary basis for a long time, rather than take the risk of receiving 
compensation by the commissions earned. 

Case 6—Another plan used by an agency with 50 full-time agents 
and a production of $12,000,000 in an urban community assists the new 
agent by budgeting his expenses, and putting him on a drawing account 
of so much per month, with an increasing scale of advances permitted 
according to the insurance sold. 

As the agent’s earnings increase the manager encourages him to 
draw out a smaller amount each month than he earns and leave the 
balance up to $1,000 in amount at 6% interest. 

In 1929, this plan had been in effect successfully for more than ten 
years. The agents, being on a salary basis, accepted supervision, and 
the manager took greater care in extending control, than would be the 
case under a straight commission basis. 

Case 7—A certain company with 46 general agents, covering a 
territory of 13 states, in July, 1930, reported a volume of insurance in 
force of $108,000,000 and a new business record per year of $17,000,000. 


This company advanced commissions to agents so as to minimize 
losses, by advancing a substantial part of the first-year commisssion 
when the annual, semi-annual, or quarterly premium was paid to the 
company in cash. 

With agents writing a good class of business the commissions should 
exceed the advances in the first year alone. One-half of the company’s 
agents entering the business took advantage of this plan, while one- 
third of the full-time agents also used it. 

These plans have relative advantages and disadvantages each one. 
Case 1 is really a salary method of compensation since it stipulates a 
definite monthly amount; Case 2-amounts to the same, although there 
is an element of flexibility; Case 3 is a straight advance against business 
written, as in Case 4. Case 5 illustrates a definite salary method of 
compensation, as does Case 6, while Case 7 reverts back again to the 
straight advance against commissions. 

The net inference in all these plans is that there is room for the 
salary method of compensation, no matter whether it is a straight per 
month type, or a guaranteed per month amount balanced against earn- 
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ings from business underwritten. In these plans it has been pointed 
out that the salary method involved careful selection of the new agent; 
constant supervision of his work in the field; and a continual examina- 
tion by the management of all phases of his endeavour. This is bound 
to give better results for both the agent and the agency. If the agency 
prospers, the company represented by it does likewise. 

The advantages found in the salary method of compensation are 
closely followed by some of the country’s largest insurance companies. 
The Sun Life allows a drawing account of $500 for the first year, while 
the Phoenix Mutual stipulates so much per week for the first year. The 
New York Life with its ““Nylic” system sums up the most favourable 
clauses found in the salary systems. Under its plan, a series of yearly 
rates per $1,000 of insurance written is paid in increasing accounts after 
the second year of representation by the agent. This rate increases up 
through the 15th year, and at the end of the 20th year a system of pensions 
is brought in to compensate the agent’s efforts. 

It was believed by the writer that if some method of compensation 
could be devised that would include some of the essential features of 
the plans outlined in the cases mentioned above, without sacrificing 
incentive or limiting the earnings that an agent might receive, the whole 
problem of inefficient compensation would be settled in a manner per- 
mitting of trial and revision in actual practice. With that in mind, the 
writer has endeavoured to set up a plan in skeleton form which ought 
to cover the average needs and methods desired for the majority of life 
insurance companies in operation to-day. 


A Proposed Plan of Compensation 


This proposal is to cover agents working through a general agency. 
Substantially the principles of the plan will extend to branch operation 
as well. 

When an agent enters the employment of an agency, he is to receive 
a definite weekly salary, depending upon the conditions under which 
he enters the agency work. This salary will be sufficient to meet his 
budgeted living requirements personally and for the family. 

The salary paid will not be so high as to remove all incentive for the 
earning of a greater amount ‘so that the agent can earn sufficient to 
maintain a good standard of living. As he places an increasing number 
of policies, and his earnings from them increase, figured in terms of the 
prevailing commissions of other agents, his basic salary increases. The 
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increase is limited in proportion to the advance in volume, still leaving 
sufficient incentive for him to increase his total volume of business 
written. 

The salary is the underlying basis for the agent’s compensation. 
Now, on top of the salary, there will be a classified series of commissions 
under the terms of “rates”. For every $1,000 annual or periodical 
volume of insurance written, the agent enters a different class (rate). 
The basic salary takes care of the agent’s living needs, with some to 
spare, so that there will be no worry about a shortage of cash from the 
estimate drawn up on the budget sheet. The rates will provide the 
extra compensation for the agent for his ability as a salesman. After a 
certain length of time, namely, a period of five years, the agent enters a 
certain salary class, similar to the salaries paid in comparative lines of 
endeavour. Every five years thereafter there is an increase in the basic 
salary. At the same time his rates will be increasing if his insurance 
written is mounting in volume. The net compensation will be as much 
as he would receive under a straight commission method of compensa- 
tion for an equal volume of insurance written. At the end of this active 
participation in the agency work, if he is still under the full-time agent 
status, he will receive a “pension”, which will be sufficient to carry on 
his income at the amount of one-half of his then existing salary class 
income. 

Under the whole arrangement, the agent is as well taken care of 
as he is under the commission method of compensation. There is no 
limitation of earning power, but there is a certainty of income which 
will go far in reducing agent’s transfers, turnover, and lack of sales 
planning. Since the agency, or the company, under this basic salary- 
rate plan is hiring the agent as a full-time employee, and paying wages 
for that employee’s work, that agency or company will have full control 
of the selling method and activity of the individual agent. In this way, 
all misdirected effort should be eliminated, and insurance eventually 
enter into the investment confidence of the public, which it merits. 
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THE FUTURE OF EMPLOYEE 
STOCK OWNERSHIP" 


DONALD ST. C. CAMPBELL, B.A. 


HE sale of the common stock of a corporation to employees 

should be primarily for the purpose of solving the worker's 

investment problem. Regarded in this light, the record of the 
past few years casts grave doubts upon the justification of the general 
movement. 

Several conditions combine to make the purchase of stock of the 
company which employs them a questionable form of investment for the 
lower-paid groups of wage-earners, except under exceptionally favour- 
able circumstances. Their small income and lack of reserves makes it 
exceedingly difficult for them to invest on a long-term basis. Such 
major risks of life as sickness, accident, and unemployment frequently 
make it necessary for them to draw upon their savings. It was to meet 
such emergencies, after all, that savings were accumulated. But invest- 
ment in industrial stocks cannot always be realized to advantage on 
short notice. When prices are low, the investor must be able to wait 
for an upswing in the market before selling. The lower-paid groups of 
employees are in no position to do this and the result is that frequently 
they are forced to sell at a loss. The entire savings of many employees 
are invested in the stock which they hold. Consequently, their need is 
not a chance at speculative gain, but security of principal. 

Company stock is a questionable form of investment for employees 
since it involves too great a concentration of risk. For those whose 
earnings are comparatively low or who have little assurance of steady 
employment, this is undesirable. Unemployment, part-time work, and 
wage cuts are almost sure to occur at the very time when the stock is 
selling at a low figure. Under these circumstances, investment in 
company stock has failed to protect employee savings adequately at 
the time when they were most needed. 

Employee losses through company-sponsored plans may prove to 
be injurious, as far as industrial relations are concerned. The company 


1. The conclusions stated in this article are the result of an extensive survey and 
study of employee stock ownership plans of Canadian companies. Mr. Campbell 
contacted a majority of the companies in Canada which have had 

with employee stock ownership and obtained opinions of the officials regarding the 
advisability of such plans and the probable development of them in future years. 
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hopes to gain, as its benefit from these plans, increased morale and 
loyalty on the part of its employees. But this cannot be brought about 
if the plan is responsible for losses to any considerable number or to 
any great degree. What was meant to be a help to employment rela- 
tions may then become a drawback. A reaction is frequently not 
warranted. The decline in the prices of the stocks is often because of 
conditions beyond the company’s control and a development which it 
could not have foreseen. Employees may have been definitely warned 
that neither the price of the stock nor continued dividends were guar- 
anteed. But heavy losses, such as those of the last three years, cannot 
help but weaken morale and break down faith in the wisdom of the 
company’s investment advice. To the extent that this is the case, the 
company loses the benefit it might have gained from the plan. 

One solution for the problem involved in the purchase of stock by 
all groups of employees is the protection of such investment by one or 
more of several special safeguards. These include the use of 
preferred stocks or bonds rather than common stock, favourable 
selling prices to employees, special bonuses and dividends, the suspension 
of payments for a limited period, loans on the stock, the privilege of 
cancellation of the subscription with the return of payments, company 
contributions toward the price of the stock, and a company guarantee 
of repurchase at the price originally paid. 

Some of these special features protect employee investment for 
only a limited period. In this class may be placed temporary suspensions 
of payments, loans on stock, and the privilege of cancellation of the 
subscription with the return of payments. For comparatively short 
emergencies, these are often a very great help, for they give the plans 
flexibility and allow employees to adjust their payment schedules to 
their special needs. - The cancellation privilege, if it provides for the 
return of employee payments in cash, protects investment during the 
length of the subscription period. This may be for as long as three 
or even five years. If during this time there are sharp declines in the 
prices of the stocks or an unusual amount of unemployment or part- 
time work, the possibility of cancellation is a great help to employees. 
At the close of the period, however, the protection, as far as this pro- 
vision is concerned, is at an end. Once the payments are completed 
and the stock becomes the property of the employee purchaser, he 
assumes the risk of whatever losses occur. Others of these protective 
features are, in general, effective only in case of moderate price declines. 
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This is true of many of the favourable selling prices and of most of the 
bonuses and special dividends. 

Two special features found in certain employee stock ownership 
plans provide safeguards to general employee investment which seem 
adequate under most circumstances. Of these, a company guarantee 
to repurchase employee stock at the price paid for it is a complete 
protection to employee investment. It gives savings placed in such a 
plan the safety of savings bank deposits. Such a guarantee is contained 
in the plan of only one Canadian company and very few American 
companies. This guarantee exposes the companies offering it to the 
danger of having to meet large numbers of repurchase requests at one 
time. This is particularly the case during a time of depression when 
employee needs are greatest, and when it may be difficult for the 
company to spare the necessary ready funds. Also, the company 
assumes the risk that the stock repurchased will again sell at the original 
price, and if not, loses the difference. 

A second feature which affords a wide margin of protection is that 
of a company contribution toward the purchase price of the stock. 
This does not provide the complete guarantee of safety that the repur- 
chase clause does, but protects employees’ investment against all declines 
in prices which are not in excess of the company’s contribution. When 
this is from 25% to 33144 % of the cost of the stock, the margin of safety 
is wide. Combined with a comparatively stable stock, this affords 
unusual protection. A company contribution of this size costs a great 
deal, but this and the repurchase guarantee are indications of the 
safeguards which experience shows are necessary in almost all cases if 
such investment is to be offered to the rank and file of employees without 
danger of serious loss. 

A genuinely stable stock would be a safe investment for even 
lower-income groups, but such stocks are rare. The danger in this is 
that every company may feel that its stock belongs to this class. But 
three years of depression have played havoc with too many supposedly 
gilt-edge securities to make that a safe assumption. Even unusually 
stable stocks may change in the course of a short time with changes in 
management, or industrial habits, or styles, or new inventions. 

Limiting the participation in company stock purchase plans to 
selected groups of employees seems to be a possibility for the future. 
The great majority of industrial employees is not in a financial position 
to invest in industrial stocks, unless the company is able to provide 
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adequate safeguards. Others, however, with sufficient financial reserves, 
might be encouraged to purchase limited amounts of company stock. 
If this can be accomplished without greater risks than should be assumed, 
there is a possibility of gaining the increased morale and interest in the 
company’s welfare which is the purpose of these plans. Also, these 
results are easier of accomplishment in connection with executive 
groups than with the lower paid groups of employees. 

It is inevitable that, as a result of the experiences of the past three 
years, there will be changes in the provisions of future employee stock 
ownership plans and there will be changes in the types of companies 
which sponsor such plans. Although it cannot be said that the stock of 
any company is free from fluctuations, yet there are certain companies 
which are certainly more stable than others. These companies, if they 
set up proper safeguards against depreciation in market values, and if 
they have no senior issues which have prior claims to earnings, may 
continue to issue stock to the rank and file of their employees. There 
should be a definite understanding, however, between the management 
and the employees. An educational campaign should be conducted 
prior to issuing the stock. If it is felt that the employees will never 
clearly understand even the rudiments of investment principles, it 
would be unwise to attempt the sale of any kind of stock to them. 
Some other plan such as a pension scheme or group insurance might 
be instituted in such cases. 


If the management feels that it may safely sell a certain amount 
of stock to its wage-earners, it should put a stricter limitation on the 
amount of stock to which they may be allowed to subscribe in relation 
to their wages. Then, to include the principle of participation by selected 
groups of employees, the previous limitations on the subscriptions of 
the salaried classes may be partly removed. The result of these two 
changes would be to limit the participation of employees receiving 
lower wages to a safer proportion of their earnings, but to remove the 
restrictions on the investment of larger amounts, so long as these larger 
amounts do not take an undue proportion of wages or salaries. 


Up to the present time relatively few plans have provided for 
suspensions of subscription payments because of lay-off, part-time 
employment or other causes. This is probably due to the fact that 
where such provisions are not already included in the plan, individual 
cases are handled on their merits by the trustees. Changes in plans to 
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cover these problems will probably occur later in those plans which 
survive the depression. 

The attitude toward employee stock ownership has changed some- 
what. In its earlier years the purpose of its introduction was primarily 
to make the employees more interested in the company for which they 
were working, and, by allowing them to become partners in the business, 
to give them the management’s viewpoint. The happenings of recent 
years have caused grave doubts to arise as to the justification of the 
movement on these grounds. Based on past experience its main function 
seems to be the providing of a means of saving for employees. Therefore, 
security of principal should be the main objective. It seems almost 
impossible to combine, by means of employee stock ownership, the 
partnership idea and the investment idea. Common stock sold to the 
rank and file of employees is the best type if the purpose is only to 
arouse in them a sense of ownership and a consequent keener interest 
in the welfare of their company. But from the point of view of invest- 
ment it is not a sound practice. 

In the opinion of the writer, security is the most important con- 
sideration. More good-will will be engendered and maintained by 
issuing a stock which is either relatively free from fluctuations or which 
may be properly safeguarded by company provisions than by issuing a 
stock which, although it may arouse a greater sease of ownership in the 
employee, will eventually cause enmity by severe depreciation. 

The sale of stock to employees is not a passing fancy nor a temporary 
industrial policy which will now be dropped as a result of adverse cir- 
cumstances. It is here to stay. Belief on the part of industrial manage- 
ment in the basic soundness of the principles underlying the movement 
appears to be unshaken by past experience. The feeling is general that 
these plans have become, at the present, more or less quiescent only 
from the force of circumstances, that this temporary suspension in no 
way indicates loss of confidence in them, and that a resumption of 
manufacturing activity, carrying with it a return of higher earnings, 
will again make the plans active. There will be, however, a more con- 
servative and cautious attitude toward the policy than ever before. If 
proper conservatism is practiced and due consideration given to the 
setting up of provisions against all contingencies, it is believed that the 
policy of employee stock ownership will be a worthy addition to the 
various other employee welfare plans which have preceded it. 




















